
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



38 American Statistical Association. [38 

NET PKOFITS OF MANUFACTURING INDUSTRIES IN 
THE STATE OF MASSACHUSETTS. 

Twenty-first Annual Report of the Bureau of Statistics of Labor of Massachusetts, March 
1,1891. Part IV. Net Profits in Manufacturing Industries. Pp. 261-630. 

By Frbdekick B. Hawley. 



The proportions in which the annual product of any community is 
ultimately divided among those who created it is an abstruse and 
difficult matter, as every one who has given much attention to the 
problem is aware. The difficulties have, indeed, been so obvious that 
it is only recently that endeavors have been made to collect the data 
necessary for investigation. Errors in the first attempts to resolve an 
abstruse problem, concerning which nearly everybody has more or less 
of a personal bias, must be leniently regarded, and, however we may 
judge of his final conclusion, we must remain thankful to Mr. Wadlin 
for the fund of laboriously gathered information he has laid before us. 

It is no part of my purpose to call in question the reliability of the 
original data upon which the conclusions of the Massachusetts report 
are based. About them, although now and then a pregnant suspicion 
may arise, outsiders have no sufficient opportunity of judging. What 
I hope to show is that the final conclusions, really indicated by these 
data, are very different from those obtained by Mr. Wadlin. I hope, 
therefore, no one will quote ine as positively affirming the correctness 
of the conclusions I arrive at, though they do appear to me as not at 
all improbable. All I claim for them is that they are approximately 
those indicated by the original data furnished by the Report. To the 
extent these data are incorrect my conclusions must also be erroneous. 

This question of distribution can be regarded from two very dis- 
tinct points of view, — the social and the economic. From the latter 
incomes must be discriminated according to their real character. From 
the former, the social class, to which the recipient of the income 
belongs, is the important thing. Thus, lawyers, doctors, artists, and 
most of those in receipt of salaries, belong socially to the moneyed 
classes, while, in economic statistics, they must be ranged with other 
laborers. So, also, if we are considering the social relations of em- 
ployers and employes, such part of the former's income as is the 
result of their own labor must be looked upon as part of the income of 
the class, whereas in economic investigations it must be regarded as 
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wages. It is, of course, perfectly legitimate to base statistical inves- 
tigation upon either standpoint, but it is not legitimate to use both 
bases in the same investigation, or to apply social conclusions to 
economic data, or the reverse. It appears to me that Mr. Wadlin 
has fallen into both of these errors. He states his problem as one of 
Economics. " What are the actual shares of labor and capital in the 
product to which each has contributed ? " And he is careful to define 
both labor and capital strictly in their economic sense. Now, there 
is only one method of division that could possibly occur to anyone 
really grappling with this as a question of economics. He would 
necessarily seek first to find out how much of the final value was 
due to other industries, contributed, as it were, from the outside, and 
therefore not resolvable into its component parts. The remainder of 
the product would be added value, and this he would proceed to dis- 
tribute as well as he could, in wages, rent interest, and profit ; dis- 
criminating, very likely, salaries from wages, so that his economic 
results would be capable of social application. 

Mr. Wadlin proceeds on a very different plan, because, while pro- 
fessing to study the matter from the economic standpoint, he really 
adopts the social point of view. That is, instead of attempting to dis- 
cover what capital, as a whole, gets out of the product, he tries to find 
out what is obtained by such of the capitalists as happen also to be 
employers of labor. Then, having obtained this, at best only a social 
fact, he steps back on his economic platform and proceeds to use his 
social fact as a basis for economic deductions. Not only are conclu- 
sions, so derived and used, invalid, but the form of the tables in the 
Report suffers from this scientific strabismus. In his " Cost of Pro- 
duction," which should correspond to what I have spoken of as the 
value extrinsically contributed, are to be found such items of added 
value as salaries, wages, rent, new equipment, and taxes. In his 
" Excess of Selling Price above Cost of Production " are found the 
items of depreciation, selling expenses, and losses by bad debts ; all 
really elements of cost. He includes, under "Net Profits," what 
employers receive as compensation for their own labor. And, finally, 
he computes the part of '• Net Product " to be apportioned to interest, 
not on the whole capital engaged, as should have been done if interest 
and profit were to be scientifically discriminated, nor on the amount 
of borrowed capital, as would have been iu accordance with ordinary 
business usage, and also in accordance with the employer's standpoint, 
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but on what he calls " Cash and Credit Capital," — that is, the circu- 
lating capital engaged. In this he is not even consistent with the 
point of view (that of the employing class) he has disclaimed but 
unconsciously adopted. 

Now, it may be said that these theoretical objections to the form 
of the tables in the Massachusetts Report are trivial ; that the fig- 
ures are there and can easily be rearranged by the critical reader, 
who should not be misled by their bad arrangement. This is, in a 
measure, true, but it must never be overlooked that the great mass of 
readers are not critical, and that even critical readers should not be 
obliged to spend their time and labor in readjusting statistical tables. 
But, however this may be, it can hardly be contended that this neglect 
of form is a trivial matter when attention is called to the extent in 
which Mr. Wadlin himself has been misled by it. The last 230 pages 
of his report (more than three-fifths of it) are occupied exclusively 
with laborious calculations, based upon Gross Profits being 12.95 per 
cent, and Net Profits being 3.90 per cent of the selling price. Now, 
as I have already pointed out, his "Gross Profits" includes a good 
deal that must be reckoned among the elements of cost, from what- 
ever point of view cost is considered. And the " Net Profits," which 
are calculated to be 3.90 per cent, should be, as appears from the 
tables given, 7.02 per cent from the social point of view, — 7.02 per cent, 
less an allowance for unsalaried efforts and for interest on all the 
capital engaged, from the economic point of view ; and 5.30 per cent 
from the employer's point of view, as then 1.40 per cent would have 
to be added for interest on the circulating capital not borrowed. This 
percentage of 3.90 is expressive of absolutely no relation of any kind, 
and the enormous labor expended in calculations, founded upon it as a 
basis, has been simply thrown away. And this serious misdirection 
of effort is the result of the defective form in which the data have been 
tabulated. 

The value of the concluding 230 pages is negatived, however, not 
only because founded upon improperly classified facts, but also, as I 
hope to show, because the percentages, which serve as their basis, are 
by no means those yielded by a correct analysis of the original data. 

I here reproduce from pp. 398-399 of the Massachusetts Report 
such portions of the final tables as are essential to the discussion. 
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All Industries. 



Classified Capital (23,431 establishments). 



Land, buildings, and fixtures. . , . 
Machinery, implements, and tools 

Cash capital 

Credit capital 



$118,886,643 
115,254,330 
173,440,947 
93,012,457 



$500,594,377 



Selling Pbice. 



Classification as Regards 
Profit. 


Number of 
Establishments. 


Value of Goods Made 
and Work Done. 


Percentage of 
Selling Price. 




9,251 
762 


$414,516,434 
52,416,619 






7.77 




10,013 
13,418 


$466,933,053 
207,701,216 


69.21 
30.79 








23,431 


$674,634,269 


100.00 



Relation of Cost of Production to Selling Price (10,013 Establishments). 



Classification. 



Stock used 

Salaries 

Wages 

Rent 

Taxes 

Insurance , 

Freight 

New equipment 

Repairs. 

Other expenses 

Excess of selling price above 
cost of Production 

Total 



Percentage of 
Selling Price. 



58.91 
1.73 

22.34 
0.73 

0.50 
0.33 
1.27 
0.24 
0.81 
0.13 

12.95 



100.00 
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distribution of excess of selling price above cost of production (10,013 
Establishments). 



( : unification. 



Interest, 5 per cent on cash and credit capital 

Depreciation, 10 per cent on value of machinery, implements, and tools 
Allowances for selling expenses and losses by bad debts, 5 per cent on 

selling price 

Net profit 



Percentage of 
Selling Price. 



2.15 
1.90 



5.00 
*3.90 



12.95 



* Equivalent to 4.83 per cent on amount of capital invested. 

For the convenience of the reader, I place here, in juxtaposition to 
the above tables, such tables as, it appears to me, a proper analysis of 
the original data really yields. The explanation of each modification 
of the figures of the Report will be found in notes and appendices, 
which, as they contain the reasons which explain the modifications the 
writer has ventured to make, and are essential to the understanding 
of his tables, the reader is requested to read in connection with these 
tables, and before passing on to what follows. 

Classified Capital (23,335 Establishments Engaged in 63 Industries, Print 
Works being Excluded; Appendix A). 



Land, Buildings, and Fixtures 

Machinery, Implements, and Tools 

Cash Capital 

Credit Capital. . 

Rented Land, and Buildings (estimated). (Appendix B.) 

Capitalized Value of Patents, Copyrights, Good Will, and Special 
Privileges (estimated). (Appendix B.) 



$114,322,572 
111,659,289 
170,381,965 
88,039,141 
65,000,000 

50,000,000 



$599,402,967 



Selling Price (23,335 Establishments; see Appendix A). 



Classification as Regards 
Profits. 


Number of 
Establishments. 


Value of Goods Made 
and Work Done. 


Percentage of 
Selling Price. 




9,196 

752 


$407,846,626 
46,134,659 






7.00 




9,948 
13,387 


453,981,285 
204,772,141 


68.92 
31.08 






23,335 


658,753,426 


100.00 
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Relation of Cost of Production to Selling Price (9,948 Establishments Print 
Works being Excluded; see Appendix A). 



Classification. 



Stock used* 

Insurance 

Freight 

Kepairs. (Appendix C.) 

Other expenses reported 

Depreciation (Mr. Wadlin's estimate). (Appendix C.) 

Selling expenses (estimated with Mr. Wadlin at 2| per cent, but some 
deductions allowed here). (Appendix D.) 

Contributed from outside 

Added value 



Percentage of 
Selling Price. 



57.G5 
.33 

1.27 
•81 
.13 

1.90 



63.84 
36.16 



100.00 



*This table is not exact. The rectification of each item for the omission of Print "Works 
involved so much labor that I did not undertake it, but deducted the aggregate change, 
1.26 per cent, from Stock Used, as it was evident about all of it would be found there, the 
error in the Print Work returns being due to an excessive valuation of Stock Used. More- 
over, the apportionment of the correction makes no difference at all in Added Value, which 
is the sum we have to deal with. 



Distribution of Added Value (9,948 Establishments). 



Classification. 



Percentages of Added 
Value. 



Loss by bad debts (estimated, in agreement with the Report, at 
2± per cent, of which, for reasons given, only \ of 2j- per 
cent on added value is to be charged here) (Appendix E.) 

Taxes 

Total to the state and to laborers who failed to pay their debts 

Salaries 

Wages 

Total to employes 

Personal services of members of private firms, 12,492, at $600 
each. (Appendix F.) 

Rent 

Interest (5 per cent on all capital except rented capital)* 

Total for use of capital 

Invested profit (new equipment). (Appendix C.) 

Uninvested profit 

Total for risk of capital = 

Total to employing and moneyed classes 



.73 

4.06 



.24 
4.23 



1.73 

22.34 



1.18 



24.07 



10.91 

36.16 



* This is not exact. The Report does not give the classified items of capital for reporting 
establishments ; consequently, I have been forced to use the rate that applies to the whole 
23,335 establishments. 
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Relation of Cost of Production to Selling Price (23,335 Establishments, beino 
all except print works; see appendix a). 



Classification. 



Stock used. (See note to similar table of 9,948 establishments). 

Insurance 

Freight 

Repairs 

Other expenses reported 

Depreciation. (Less, according to tables in the Report, for all 
than for reported industries.) (Appendix C.) 

Selling expenses. (Appendix D.) 

Less allowance for greater proportion of unreported establish- 
ments in the more profitable industries. (Appendix G.) 

Less allowance for greater probable excess in selling price in 
establishments not answering. (Appendix G.) 

Half deducted here and half from wages in following table — 

Contributed from outside 

Added value 




Percentage of 
Selling Price. 



57.65 
.33 

1.27 
.81 
.13 

1.71 
1.75 



62.07 
37.93 



100.00 



Distribution of Added Value (23,335 Establishments, being all except Print 
Works; see Appendix A). 



Classification. 



Percentage of Added 
Value. 



Loss by bad debts (see second table preceding). (Appendix E.). 

Taxes 

Total to the state ar.d to laborers who fail to pay their debts. . . 

Salaries 

Wages 

Less corrections, necessitated by including establishments that 

failed to report in full. (See preceding table.) (Appen. G). 

Total to employes 

Personal services of members of private firms, 29,302, at $600 

each. (Appendix F.) 

Rent 

Interest (5 per cent on all capital except rented capital) 

Total for use of capital 

Profit reinvested in business (new equipment). (Appendix C.) 

Profit not reinvested in business 

Total profit for risk of capital 

Total to employing and moneyed classes 



1.73 
22.34 



.73 
4.06 



.24 
6.55 



.62 
.56 



24.07 
1.57 



2.67 



4.79 



6.79 



1.18 



14.25 
37.93 
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This latter table is as close an approximation of the percentages 
indicated by the original data as I have been able to reach. Some 
further analysis may be useful as a means of comparing the innate 
probability of the results obtained with those arrived in by the 
Massachusetts Report. 



DlSTBIBUTION OF ADDED VALUE. 



Classification. 



Taken by the state 

Obtained without payment 

Paid in wages and salaries 

Earned by unsalaried labor of employers. 
Secured by capital 



Per cent. 



1.48 
1.6S 

59.32 
7.04 

30.53 



Comparing the returns to capital and labor, if the item of earnings 
of employers is classed with wages, as must be done from the eco- 
nomic standpoint, then labor secures 68.49 per cent and capital 31.51 
per cent of their joint product. If, on the other hand, we adopt the 
social point of view, and class these unsalaried earnings as part of the 
income of the moneyed classes, labor secures 61.22 per cent and capital 
38.78 per cent of their joint remuneration. According to the tables 
in the Report, these latter ratios are 77.42 per cent to labor, and only 
22.58 per cent to capital. As no estimate is made of the value of 
unsalaried labor, we cannot know what ratio would be given, as 
between all wages on the one hand and all other forms of income on 
the other. 

My last table iudicates that capital engaged in the manufactures of 
Massachusetts earns for its owners and temporary controllers 5 per 
cent in interest, and 7.46 per cent in pure profit. Owing to their 
faulty form, the corresponding percentages do not appear clearly in 
tables of the Report. The statement here is particularly confused. 
Interest is figured on only 52.34 per cent of the total capital, which 
would make the rate of interest only 2.77 per cent on all the capital 
engaged. The rate of profit is made 4.83 per cent of total capital, 
but in this calculation " New Equipment " and rentals have been 
excluded and included " unsalaried labor." Moreover, the Report 
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omits, as I have pointed out, two very considerable items of capital, 
amounting, according to my estimates, to $115,000,000, although the 
returns to this capital must come out of the product under analysis. 
I do not attempt to untangle this skein, but simply dig out from the 
table the items that are really returns to capital, and add them to- 
gether. They are Rent, 0.73 per cent; New Equipment, 0.24 per 
cent; Interest, 2.15 per cent; Net Profit, 3.90 per cent; making in 
all 7.02 per cent of the total product. This would give us 7.57 per 
cent as the total return to the capital engaged (rented and special 
privilege capital included). But this ratio includes the earnings of the 
unsalaried labor of partners in private firms, which, at $600 each 
(certainly a very moderate calculation), would amount to 1.78 per cent 
on capital for the reporting establishments, and to 2.89 per cent for 
all establishments taken together. Now, what do these figures mean ? 
Simply this, that in the reported establishments, after interest on 
capital at 5 per cent and the unpaid salaries of principals are allowed 
for, 0.79 per cent is all that can be squeezed out of the product for 
profit. In other words, those shrewd and cautious fellows, the manu- 
facturers of Massachusetts, are accustomed to pay 5 per cent for 
money, in order that they may secure for themselves an additional 
three-quarters of one per cent, and a two-dollar-per-day job. And it 
is only the richer two fifths who are able to do so well as this. If we 
take all of them together, we find them borrowing money at 5 per 
cent, not only without any profit but at an absolute loss of 0.32 per 
cent, in order to get a two-dollar-a-day job. What becomes of the 
poor fellows, from whom the banks extort 6 per cent, it would sadden 
the reader too much to contemplate. 

Mr. Wadliu frequently assures us, without a perception of the in- 
herent improbability of the statement, that the average Massachusetts 
manufacturer, employing a capital of $10,701, after allowing for 
interest on his circulating capital, but without an allowance for inter- 
est on the permanent part of his investment, obtains but $517 per 
annum as compensation for both his personal labors and the use of his 
capital. In other words, Massachusetts manufacturers would better 
their position very considerably if they would abandon their property 
and hire out, in a body, at two dollars per day each. 

Now let. us examine, in the concrete, the percentages afforded by 
my last table. We will take what the Report assures us is the 
average Massachusetts man who engages in manufacturing. We will 
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suppose him to possess the sum of $10,701, invested in a business 
just ordinarily hazardous, and that he is possessed of just ordinary 
ability, and meets with just ordinary good fortune. According to my 
last table this average man would enjoy a yearly income of $1,933.34 
(of which $600 would be wages, $535.05 interest, and $798.29 profit). 
Now, to use round numbers, would an active and competent business 
man, employing a capital of $11,000, be looked upon as doing more 
than fairly well if his business yielded him no more than $2000 
annually ? Would an active and competent business man of fair 
experience pay $11,000 for a business (to which he intended to devote 
his whole time and efforts) which promised less than such a return as 
this ? The appeal is directly to the readers' own common sense. 
Would you do it ? And, if you are a business man and satisfied with 
your business, are you getting less or more than this proportionably 
to the size of your investment ? 

I think there can be but one answer to these questions, namely, that 
such a return would not even be quite satisfactory to the average man 
of business. How does it come about, then, that the popular idea of 
the return to capital is considerably below the percentage we have 
arrived at ? There are, it appears to me, two principal reasons. 
People are apt to confound the average rate of profit with what econo- 
mists call the lowest sufficient rate, — the rate, that is, which will 
suffice to keep in operation the worst managed capital required to 
produce the amount of the commodity effectually demanded. Those 
familiar, as most of my readers must be, with the writings of President 
Walker, do not need to be told that the average rate of profit may 
well be two or three times this sufficient rate. Secondly, the growth 
of corporate at the expense of private undertakings has been a marked 
feature of recent industrial development. As the rate of profit in 
incorporated companies has been often shown statistically to be below 
my figures, it may be hastily assumed that the rate enjoyed by private 
firms must be still lower than the rate enjoyed by corporations.* From 
theoretic considerations, for the rehearsal of which there is no room 
here, I have long been of the opinion that the real reason why cor- 

* This is exemplified by occurrences, somewhat common recently, in which private busi- 
nesses are incorporated with a capitalization, frequently 50 per cent, sometimes even 100 per 
cent, greater than the sum private individuals would give for the property for the purpose 
of continuing the business as a private firm. And yet the stock of such corporations will 
not only be placed at par but will continue to sell at par, if the business continues to do 
as well under corporate management as it did under private. 
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porate was supplaating private enterprise was not because it was 
more profitable, but because capital invested in corporations was satis- 
lied with a much lower rate of return than when employed by individ- 
uals. It is gratifying, therefore, to find this opinion statistically con- 
firmed by the original data the Report has laid before us ; for it is 
there shown beyond question that businesses conducted in a small way 
are almost uniformly much more profitable than those conducted in 
large establishments. It will be readily appreciated how the con- 
trary supposition could not fail to lead popular opinion astray as to 
the average of profit in all industries taken together. 

But, while my results seem to agree fairly well with the commonly 
observed facts of daily life (while the results of the Report are suffi- 
ciently discredited by a similar comparison), I do not ask for their ac- 
ceptance as authoritative. As I have already cautioned the reader to 
observe, they are no better than the original data allow. Every error in 
these data necessarily influences the results of their analysis. It is true 
that, to a certain extent, errors and mistakes tend to counterbalance 
each other, but it is altogether improbable that they will exactly or 
even nearly do this when they are at all considerable either in 
number and degree. Unfortunately, there are various ear-marks 
about the original data the Massachusetts Bureau has employed 
which can hardly fail to make us suspicious of their accuracy. Cer- 
tainly, if they are accurate the operation of the economic law that 
profits tend to an equality is more impeded by temporary obstructions 
than we have been accustomed to suppose. The supposition that the 
rate of profit varies, according to the figures of the Report, is, as we 
have seen, not only coutrary to sound reasoning, but also hard to 
believe, that the range of variations in the rate of profits is nearly as 
wide as is indicated by the analysis I have made. 

Then, again, we cannot free ourselves from the suspicion that the 
same error, which proved so disastrous to the Print Works returns, 
has been committed to a lesser degree in the returns of other indus- 
tries. Anyone carefully examining the subsidiary tables of the report 
can hardly fail to observe that the industries which exhibit an unex- 
pectedly small '" Excess of Selling Price above Cost of Production " 
are the very ones into whose returns errors of this kind would be 
most likely to creep. 

Then, again, the item of New Equipment is so suspiciously small 
(only 0.24 per cent of the Selling Price) that we can assert almost 
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positively that many items which should have gone to it have been 
charged to " Stock Used," " Repairs," or " Wages." 

A doubt also obtrudes itself (rising almost to a certainty in some 
instances) whether Selling Price covers Selling Expenses and Com- 
missions in all cases. 

The Massachusetts Cotton Goods industry has been regarded as an 
exceptionally successful one, and, as a consequence, has attracted to 
itself more Massachusetts capital than any other single pursuit. Yet 
in this Report we find that its " Excess of Selling Price above Cost of 
Production " was among the very lowest, being only 4.26 per cent, 
and that the Net Loss was 10.91 per cent of the Selling Price, — or 
in other words, goods costing one dollar to make were sold for eighty- 
nine cents. Now, the Cotton Goods industry like others has its ups 
and downs, but I do not believe it ever had as bad a year as this. But 
if the figures are correct, then it follows that the choice of that year 
for the gathering of the original data was an unfortunate one. What 
we want to understand is the normal condition of Massachusetts in- 
dustry, and it is the duty of the statistician to advise his readers of 
any abnormal facts among the data on which his calculations are 
based. The condition of this industry during the year in question 
was certainly just such an abnormal fact. More than that, its pecul- 
iar situation was so important a fact as to suffice by itself to vitiate 
final conclusion of the Report by 64.61 per cent. 

Of course, in any given year some industries will show more and 
others will show less than their usual profits. But, to fit such a year 
to serve as the basis of a statistical inquiry of this nature, these 
antagonistic conditions should nearly balance each other. And when, 
as in this case, it is obtrusively evident that they do not, very careful 
attention and mention should be given to the circumstance. There 
are, as tables in the Report show, several instances of abnormally 
large profits, but the industries in which they were obtained were all 
very small, so that even in the aggregate they count for very little. 
Such as their influence is, it is more than counterbalanced by that of 
other industries in which the reported " Excess of Selling Price above 
Cost of Production " was below what its average for a course of years 
must have been. A study of the subsidiary tables will, I think, make 
this evident to anyone. But even if this were not true, the abnormal 
condition of the great Cotton Goods industry greatly overbalances in 
its effect upon final results all the antagonistic effects of the indus- 
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tries favored that year by more than average profits. I cannot but 
think that Mr. Wadlin was bound to apprise his readers of the effects 
traceable to the abnormal condition of this great industry. As he has 
not done this, it may assist our comprehension of the matter to supply 
the deficiency. 

The Cotton Goods industry employed 27.33 per cent of the whole 
capital, and produced 11.55 per cent of the whole output of the 
10,013 establishments reported. Two facts are to be noticed, — the 
great relative importance of the industry, and its unusual prepon- 
derance of capital to output. Such au industry must have a very 
large " Excess of Selling Price over Cost of Production " to yield the 
ordinary rate of " Net Profit " on capital. According to the returns, 
this Excess was only 4.26 per cent of the Selling Price, and this 
netted a loss (according to Mr. Wadlin's way of figuring profit and 
loss) of 5.77 per cent on capital. On an average of years this indus- 
try would certainly yield just about such a percentage of profit. But 
to give a profit of 5.77 per cent on capital would require 26.08 per 
cent of the Selling Price. The difference 21.82 per cent on 11.55 
of the product amounts to 2.52 percent of the total product. If, then, 
the Cotton Industry had been in its normal condition during the year 
for which the statistics were gathered, the percentage of Selling Price 
that went to profits would have been 6.42 per cent, according to his 
own way of figuring Net Profits, instead of 3.90 per cent, as Mr. 
Wadlin now has it. 

It will be noticed that all the suspicions which naturally arise as 
to the accuracy of the original data, or as to their being representative 
of normal conditions, make in one direction. So far as they should 
be justified, by a re-examination of the facts, the correction of the 
data would in every case go to swell "Net Profits" and the "Excess 
of Selling Price above Cost of Production." If they should all prove 
well founded, even if the correction in each instance was quite small, 
"Net Profits" would assume proportions considerably greater than 
common observation would allow us to believe. It does not at all 
follow from this, however, that these suspicions are not well founded. 
The proper explanation would probably be that items of cost had 
been omitted from the returns of some manufacturers. This probably 
has occurred, and to an extent sufficient to materially affect final 
results. But to gauge the amount of error flowing from this source is 
utterly beyond the power even of those who gathered the original data. 



51] Net Profits of Manufacturing Industries. 51 

The more thought I give to this subject the better am I convinced 
that we can never arrive at the statistical solution of this problem of 
the division of product between capital and labor by the method of 
exclusion applied to limited departments of human effort. A fair 
degree of accuracy can be attained by that method when the remainder 
sought is a large proportion of the whole. But when the remainder 
is expected to be small, the method is not to be depended upon, for 
the reason that all errors are focussed and magnified in the remainder. 
Thus, in the "Table for all Industries" an error of 1 per cent in 
" Stock Used " involves an error of over 15 per cent in "Net Profit," 
the final remainder. Results, inherently subject to such uncertainties, 
can never command much confidence. The trouble is not with the 
deductive processes. It requires indeed a broad and firm grasp of 
economic principles, and a familiar acquaintance with business life to 
avoid the numerous theoretic pitfalls that beset the path of investiga- 
tion, but these difficulties are by no means beyond our powers. What 
we can never be sure enough of is our original data. The gathering 
of these requires almost, or quite, as much theoretical and practical 
knowledge as it does to utilize them when gathered. But it is, of 
course, almost impossible to command such abilities for such work. 

Then, again, while it is both useful and interesting to know how 
the net product of manufacturing is divided between wages and other 
forms of income, we have only crossed the threshold of our real prob- 
lem when that is determined, and some allusion to this should have 
been made in the Report to prevent misuse of its results. The statisti- 
cal information that we are most anxious to get is how the income of 
the laboring class, as a whole, compares with the income of the mon- 
eyed class as a whole. To obtain a knowledge of the division of the net 
product of manufacturing tells us little or nothing as to how the gross 
annual product of the whole country is divided. The proportions for 
manufacturing are not those for agriculture, or for retailing, or for 
wholesaling, or for commission and jobbing business, or for the extract- 
ive industries, or for transportation, or for brokers, or for banking and 
insuring, or for the rendering of personal services, or for the services 
of wealth, such as shelter. Before the great problem is settled not 
only has the proportion the return to capital bears to the return to 
labor to be determined for every kind of industrial effort, but they have 
to be amalgamated in proportion to the net product of each. The 
moment we attempt to demarcate classes of business we are confronted 
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with serious difficulties. We met one of them in this analysis in draw- 
ing a line between the manufacturer and his commission house. Then 
we have to ascertain what part of the net product is absorbed by the 
merely speculative holders of commodities. The more we consider the 
problem the more it grows. I do not say that such inquiries as those 
of Mr. Wadlin are useless. Far from it, they have great value in 
acquainting us with the conditions of the different kinds of industrial 
life, and they are useful also as tending to confirm, or qualify, the results 
obtained in, what I cannot but think, a better and more satisfactory 
way of attacking the greater problem. The sum annually expended 
in wages throughout the whole country can be, and is, statistically 
ascertained, with a close approximation to accuracy. If, then, we 
could obtain the value, as paid by the final consumers, of all the com- 
modities produced, and all the services rendered in America within 
the year, we would have the total income of all classes. The differ- 
ence between this sum and the total of wages is retained by the 
moneyed classes, and constitutes their income. All of the confusing 
elements of the problem disappear, and all the sources of error are 
dried up once these two great sums are known with a fair degree of 
accuracy. The remainder is a large one, and the mistakes and errors 
that have escaped detection are not focussed and magnified in it to 
anything like the same degree that necessarily occurs in Mr. Wadlin's 
tables. I understand that great pains have been taken in the last 
census to ascertain the gross value of the material commodities an- 
nually produced. If so, we will soon have a firmer basis to go upon, 
for the data exist from which we can calculate, with a fair degree of 
reliance, the other elements of the problem, namely, the sum total 
of wages, and the gross value of services, both those rendered by per- 
sons, and those, such as shelter, rendered by invested wealth. 



Appendix A. 

The returns for Print Works, Dye Work, and Bleacheries makes the 
" Stock Used" 104.35 per cent of the " Selling Price," and the " Excess 
of Cost of Production over Selling Price" 28.54 per cent. Or, in other 
words, these processes of manufacture, instead of adding something to the 
value of the material operated on, detracted from it to an exteut which 
involved a depairment of 36.25 per cent of the capital engaged. 
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In a note on page 365, and elsewhere, it is explained that the work 
done in these establishments was largely custom work, and that, when 
such was the case, the value of the material (belonging to others) 
operated on was included in " Stock Used," but not included in " Selling 
Price," which was credited only with the charge for work done. The 
returns for these industries are, therefore, fallacious and unfit for statisti- 
cal purposes. The duty of a statistician in such cases as this is very plain. 
He must either procure amended reports, or, failing in that, he must 
reject them altogether. He is by no means justified in placing returns, 
known to be very erroneous, on a parity with those supposed to be fairly 
accurate, merely because he has called attention, in a foot note, to their 
defects. But the initial error of the employment of such statistical data 
makes it an imperative duty to acquaint the reader with the effect upon 
final results, which the elimination, or the probable correction, of such 
data would have. In a note at the end of the report, an attempt is made, 
it is to be feared not very successfully, to "rehabilitate" this industry, 
but there is a failure even to hint at any effect upon the final results due 
to this correction being accepted as probable. Nor can it be pleaded, in 
extenuation of this offence against statistical method, that the error result- 
ing is an insignificant one, and therefore properly neglected. On the con- 
trary, the rejection of Print Works returns, as confessedly too erroneous 
to be of any value whatever, increases by 1.26 per cent of the " Selling 
Price " both what Mr. Wadliu calls the " Excess of Selling Price over 
Cost of Production" and "Net Profits." The latter, which is the final 
result, and the one on which about all of the deductive work is founded, 
is increased by almost one-third by the elimination of print-work returns, 
or by over 50 per cent if the attempts to correct the returns be accepted. 
The probability appears to be that the incongruity of the print-work re- 
turns was not noticed, nor the character of them known, until after the 
completion of the tables, and that, in the hurry of going to press, the 
explanatory foot notes were too hastily assumed to be all the occasion 
called for. But this excuse, if it be the correct one, is hardly acceptable 
for an error of such magnitude. 

Appendix B. 

Evidently, in determining the ratio in which "Added Value" is divided 
between capital and labor, we are concerned with all the capital employed, 
irrespective of its form or ownership. The Massachusetts Report seems 
to have overlooked entirely that part of manufacturing capital invested in 
patent rights and other special privileges. The capital invested in rented 
lands and buildings was very likely omitted because rent paid had been 
included among the items constituting Cost of Production. In doing this, 
however, a theoretical error has been committed. Manufacturers rent 
land and buildings, just as they borrow money, in the expectation of 
obtaining a profit, out of their use, in excess of the rent or interest they 
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contract to pay. So far as this inquiry is concerned, rented land and 
buildings stand on an exact parity with what Mr. Wadlin calls " Credit 
Capital." Both should be included, or both excluded, as items of " Classi- 
fied Capital." 

I have thought it best to put estimated values upon these two items of 
capital so as to make my tables correct in form. I have, however, no data 
at hand on which to base my estimates, especially the latter one. But 
While the two amounts are merely guessed at, they are not, perhaps, wholly 
improbable. Moreover, what of error is involved is of no great moment 
to this discussion, as the total of capital is only of use to us in determin- 
ing what percentage of itself is annually earned by it. The knowledge of 
this is useful to us as a means of gauging the inherent probability or im- 
probability of our final results, but it has no effect whatever in the deter- 
mination of the immediate problem in hand, which is how labor and capital 
divide their joint product. 

Appendix C. 

As the reader will doubtless notice for himself, I have everywhere in 
this criticism accepted both the accuracy of the original data and the cor- 
rectness of the estimates in the Report, contenting myself with endeavor- 
ing to show that the final results, deducible from these data and estimates, 
are not those given us. In pursuance of this policy I have left the item 
of depreciation unchanged. The estimate of 10 per cent per annum as the 
average depreciation of " Machinery, Implements, and Tools " is probably 
fair enough. But If the full depreciation is chargeable as a loss, whatever 
is expended in keeping up or improving the character of the plant is to be 
entered as a profit, which, so far as it goes, counteracts or balances the 
depreciation. If I understand correctly what is said of " New Equip- 
ment," on page 494, this expenditure is ail included under this head. If 
so, it may be pretty positively asserted that a good many items which 
should have been charged to " New Equipment " have been carried to 
the account of " Repairs," or of " Stock Used," or even to wages. To the 
extent in which this suspicion proves to be correct, the rectification of 
the item of "New Equipment" would go wholly to the increase of the 
share of capital in the net product. There are, indeed, indications that a 
very serious error lies lurking in those parts of the original data. Thus, 
Mr. Arthur T. Lyman, in commenting upon this same report,* gives us 
some figures of his own gathering. He cites the returns of a number of 
large mills (chiefly cotton mills), which, during the last ten years, have 
paid $7,229,300 in dividends, and $44,809,962 in wages. But he goes on to 
state that the actual value of the property held by these corporations is 
$21,208,974, although the stock capital, originally contributed, and on 
which dividends are paid, is only $12,000,000. In other words, these cor- 
porations, in addition to the dividends they have paid over to their stock- 

* Christian Jtegister, Nov., 1891. 
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holders, have realized profits to the extent of $9,208,974, which they have 
retained and reinvested in their plant, which reinvestments should appear 
as " New Equipment" in the tables of the Report. It is probable that a 
considerable portion of these reinvested profits were secured previous to 
the ten years Mr. Lyman's figures cover. But if three-fifths of these gains 
accrued during the ten years in question the " New Equipment " account 
of these mills would be large enough to cover the 10 per cent for depre- 
ciation and about 2 per cent on capital annually. Or, to speak roughly, 
the means of accurate computation not existing, the "New Equipment" 
account of these establishments, instead of 0.24 per cent, would be about 
3.80 per cent of the " Selling Price." As a rule, small establishments do 
not keep up or increase their plant as carefully as large corporations ; but, 
all allowances being made, Mr. Wadlin's general average of 0.24 per cent 
for New Equipment looks suspiciously small by the side of Mr. Lyman's 
figures. The existence of a very considerable error here is morally cer- 
tain, but in the absence of any authentic data it would, of course, be folly 
to attempt an estimate. All that can be done is to point out the direction 
of the effect that would result from its rectification, which would, of 
course, be an increase in the annual return to capital. 



Appendix D. 

It is true, as the Report assumes, that 21 per cent of the selling price 
is the usual commission charged for selling goods. In properly gathered 
statistics no occasion would arise for estimating this item. The Selling 
Price should have been returned exclusive of all commissions and expenses 
of selling. This is the form adopted by the U. S. Census Bureau, and it 
is the only form tolerable to correct statistical method. It may also be 
added that it is the form in which manufacturers who sold through com- 
mission houses would naturally employ, both in keeping their books and 
in making returns. It may therefore be safely assumed that, in a good 
many instances, no matter how inquiries were worded, net instead of 
gross receipts have been reported as the selling price. To the extent in 
which this has occurred it is evident no further deduction should be made. 

But it is well understood that a very considerable element of profit 
lurks in the commissions charged for selling goods, and it is this source 
of gain which a great many manufacturers seek to secure for themselves 
by selling their own goods. If the expense of doing this was not con- 
siderably under 2s per cent, these manufacturers (probably a majority of 
the whole) would send their goods to the commission houses. The fact 
that they do not do so makes it certain that this 24 per cent of their out- 
put is too large an estimate. The percentage I have assumed, namely, 
1.75 per cent, is to be sure only a guess, but it is certainly as large a 
deduction as is justified by Mr. Wadlin's own estimate. 
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Appendix E. 

The Report falls into the error of assuming that all individual manu- 
facturer's loss from bad debts is a loss to employers and moneyed men as 
a class. It is, indeed, true that 2J per cent is the ordinary charge of 
commission houses for guaranteeing accounts. But it is also well known 
that this charge, like their commission for selling, yields them a very 
considerable profit, which profit many manufacturers secure for them- 
selves by selling their own goods, or by not requiring a guarantee from 
their commission houses. These circumstances, however, though they 
are considerable enough in themselves, are not what I am principally 
referring to here. Granting for the moment that the average of loss by 
bad debts is fully 2§ per cent of the selling price, it by no means follows 
that business men, as a class, lose anything like that amount from this 
cause. When goods sold are not paid for there is no absolute destruction 
of value, but only a transfer. The buyer gains what the seller loses. 
When they both belong to the employing and moneyed class, that class, 
as a class, neither loses nor gains anything. The case is different, how- 
ever, when the buyer belongs to the wage-receiving and the seller to the 
wage-paying class, or vice versa. What wage receivers consume without 
paying for is virtually an addition to the aggregate income of the labor- 
ing class, obtained at the expense of the moneyed class. On the other 
hand, the employers, as a class, gain, and the laborers, as a class, lose 
when an insolvent firm fails to pay wages earned and due. If we sup- 
pose, as we easily may, a state of society in which laborers paid cash for 
all they bought, individual merchants and manufacturers might continue 
to lose by bad debts as heavily as before, and might continue to add 2i 
per cent to their selling prices to cover this risk. But, as a class, they 
would suffer no loss at all, the insolvent dealers gaining every cent lost 
by the solvent ones. 

It is evident enough, therefore, that in such an analysis of product as 
Mr. Wadlin has undertaken, in which industrial classes, and not individ- 
uals are to be considered, only such proportion of the losses incurred 
through giving credit, as can ultimately be traced to failure to pay on the 
part of wage-receivers, is to be allowed for. Assuming with the Report 
that 2i per cent of the selling price covers the risk of selling to both 
classes of final consumers, and assuming further, what must be very 
nearly the truth, that two-thirds of all goods produced, and of all services 
rendered, are consumed by wage-receivers, and the other third by their 
employers, and neglecting what laborers lose by non-payment of wages, 
we would have § of 2i per cent of the total product of the community 
as the real loss suffered by the moneyed classes from this cause. This 
loss would be distributed among various businesses in proportion to their 
total sales, but its aggregate would be exactly equivalent to § of 2{ per 
cent of the values created in these businesses. As the percentage of 
added value to total sales differs in different industries, we cannot affirm 
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that in any one of them the loss from bad debts is exactly § of 2i per 
cent of the added value, but we can affirm it of all industries taken to- 
gether. Whether it would be slightly less or slightly in excess of this 
ratio for manufacturing we have no means at hand for determining. I 
have, therefore, employed this average ratio, and find that it amounts to 
0.62 per cent of the selling price, instead of 2.50 per cent, as in the tables 
of the Report. This, of itself, constitutes a very serious modification of 
his final results, but there can be, I think, no question raised as to the 
validity of this part of my analysis. 

I have not attempted the resolution of this 0.62 per cent into wages 
and other forms of income, although it seems probable to me that doing 
so would not vary appreciably my final results. Taking into the account 
the offset to it, afforded by non payment of wages, and the fact that 
guaranteeing accounts at 2j per cent is on the whole a very profitable 
business, it is altogether likely that capital obtains more than one-third 
of this item, that is to say, more rather than less than its proportion of 
the rest of added value. 

Appendix F. 

This element of unsalaried labor performed by partners in private firms 
both as managers and as manual laborers could readily have been differ- 
entiated from real profits by proper inquiries in gathering the original 
data. Indeed this has been accomplished in the tables of the United 
States Census. The difference in character between the two forms of 
income is altogether too radical to allow of their consolidation in scien- 
tific work. To supply this deficiency in tables of the Massachusetts 
Eeport, I am forced here, as elsewhere, to make an estimate I would dis- 
like to venture upon as an original investigation. I have figured out the 
value of these unsalaried efforts on the basis of each partner in private 
firms performing $600 worth of labor per annum. This is, to be sure, 
only what a third or fourth rate clerk can command, but, on the other 
hand, a few individuals are members of two or more firms, and a few 
others do not take any part, or a very small part, in the conduct of their 
business. I am confident, however, that most of my readers will con- 
sider the estimate too small rather than too large. 

The Report does not give us the number of partners in the 13,387 "Not 
answering" establishments. I have been obliged, therefore, to assume 
the same proportions as in the returns of the answering establishments, 
and that few or none of the unreported establishments were incorporated. 

Appendix G. 
"With the exception of the wholly inexcusable inclusion of the Print 
Work returns, the Report has erred most seriously in persistently assert- 
ing that there is every reason to believe that the same proportions exist 
in the business of the 13,387 establishments which failed to report, as in 
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the 9,948 which answered the inquiries made of them. Unfortunately, 
statistical data are rarely complete, and often the only possible way to 
supply their deficiencies is to assume the complete similarity to known 
facts of partially unknown facts, which, so far as they are understood, 
resemble the known facts. Mr. Wadlin's mistake lies in neglecting to 
assure himself that this basis of known resemblances existed. If he had 
looked for them he would have found, instead of resemblances, well 
marked differences, the probable effects of which should have been care- 
fully thought out. He tells us that the 13,418 establishments which failed 
to report, while 57.27 per cent of the whole in number, possessed but 
24.55 per cent of the total capital, and turned out but 30.79 per cent of 
the total product. The serious discrepancies in these percentages are 
very indicative, and they should have at once arrested his attention. 

In the first place it is evident that final results might be considerably 
affected if it were found on examination that the more profitable indus- 
tries were more or less fully reported than the less profitable ones. As- 
suming that in each industry the percentage of " Excess of Selling Price 
over Cost of Production" was the same in both reported and unreported 
establishments, I have carefully figured out this excess for "Not answer- 
ing" establishments, exclusive of Print Works, and I find it to be 
$32,644,693, which is 15.94 per cent of the $204,772,141 product of these 
establishments. The 9,948 establishments (Print Works excluded) give 
an average, according to the Report, of only 14.21 per cent. This dif- 
ference of 1.73 per cent on the 31.08 per cent of total Selling Price re- 
ceived by the " Not answering" establishments makes an addition of 
0.54 per cent to the general average of the " Excess of Selling Price above 
Cost of Production." This difference seems small when expressed in 
percentages, but it is by no means an inconsiderable sum, amounting as it 
does to $ 3,567,268, or about $ 100 annually to each partner and stockholder 
in manufacturing enterprises. The sum is indeed large enough, if it were 
so applied, to come within a small fraction of paying all taxes levied upon 
manufacturers, a burden that to them, at least, does not appear incon- 
siderable. 

We have had /but little difficulty in ascertaining that, even if the rate of 
profit is, as the Report assumes, no greater in the unreported than in the 
reporting establishments, a by no means inconsiderable modification of 
his final result is necessitated when all establishments are brought into 
the computation. But are there any indications of difference in the rates 
of profit enjoyed by the two classes of establishments? Surely, the dis- 
crepancies in percentages, to which I have already called the reader's 
attention, are calculated to excite suspicion of Mr. Wadlin's somewhat 
hasty assumption of the equality of their returns. 

Of the few large establishments which failed to report it may safely 
be affirmed that some feared to invite competition by divulging the extent 
of their gains, and others, that their credit would suffer from an acknovvl- 
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edginent of their losses. How far these antagonistic influences balanced 
each other there are no means of determining. Nor is it very important 
that it should be known, as the great mass of these establishments were 
small ones, not interrogated on account of their insignificance, or that 
failed to reply because their owners considered their own influence on the 
general result to be inappreciable, or because they were not especially 
interested in statistical inquiries. Now, what points of difference are 
there in the character of small as compared with large establishments, on 
which a priori deductions as to their respective rates of profit can be 
based? 

1. There unquestionably exists in the popular mind a misty sort of idea 
that the rate of profit is greatest in the larger establishments. But is 
this so? Is it not more likely that the law of diminishing returns applies 
here as well as elsewhere throughout all industry? Ask any man who has 
established a successful business whether his greatest rate of legitimate 
return was not enjoyed in its early years, before the capital employed had 
expanded to its present proportions. No one, who doubles the capital 
he employs in any special business enterprise, expects to fully double 
the return, unless there are peculiar circumstances in the case which put 
a capital below a certain size at special disadvantage. Even here, after 
that size is attained, further "doses of capital" do not produce quite 
their proportion of effect in proiits. Any business man will tell j'ou that 
it is comparatively common, and easy, to procure returns of 20, 30, 40, 
or even 50 per cent from small investments, but that such returns are 
never realized from large enterprises, unless they are monopolies. The 
real state of affairs is somewhat disguised by the fact that what is as- 
serted above is only true of legitimate business ventures, such as we have 
to do with in our analysis. The truth is exactly the other way in specu- 
lative matters. In that troublous sea the small fish are the natural sub- 
sistence of the larger. And it will be found, I think, in almost every 
case, when a man's rate of profit increases with the growth of his capital, 
or even holds its own with it, that it is because his gains are largely 
speculative. 

2. We find these smaller establishments turning out almost invariably a 
large product in proportion to their capital. This is because they are not 
so well able to anticipate their wants in raw material, or to hold their 
completed product for higher prices. My personal impression, founded 
upon opportunities for observation somewhat better than common, is 
very decided that, in the long run, and on the average, manufacturers 
lose rather than gain by anticipating their wants and by refusing to meet 
the market. If my impression is a correct one, this would point to a 
decided advantage possessed by small establishments. But even if noth- 
ing is lost by large manufacturers in this manner, the capital employed 
by them in holding large quantities of raw material and finished goods 
cannot earn nearly so large a rate of return as the balance of the capital 
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employed in their business, so that, other things being equal, the average 
rate of return to large capitals would be lessened by this cause. On the 
other hand, it is evident that a business with a large output in proportion 
to the capital engaged needs a smaller percentage of "Excess of Selling 
Price above Cost of Production " to yield the same percentage of return 
on capital. The presumption is therefore against the unreported indus- 
tries showing more of such excess than the reported ones, so far as this 
last-mentioned influence extends. 

3. There can be but very few corporations among the 13,387 unreported 
establishments, and the partners in small private Arms enjoy too limited 
incomes for many of them to be personally idle. Unsalaried eiforts must 
then count for vastly more than in the 9,948 reporting establishments. 
This, of course, would go to increase Excess of Selling Price and Net 
Profits as figured by Mr. Wacllin. 

On the whole, we are entitled, I think, to expect from d priori reasons 
that the unreported establishments shouicl show a considerably larger 
" Excess of Selling Price above Cost of Production " than those which 
have been tabulated in the Report. But have we no resource in the data 
laid before us for determining statistically what the difference probably 
is? It would seem as if we could put some reliance in the results of a 
comparison of those reported industries among the sixty then under 
analysis, in which the average capital of each establishment was small 
with that of all the industries taken together, because the business of 
these industries of small capital, taken a<; a whole, is very similar to the 
business of the unreported establishments, taken as *, whole, in the very 
points in which we have found the latter to differ from the reported estab- 
lishments, taken as a whole. We will not, of course, be able to get any 
very definite idea as to the exact figures for these 13,387 unreported 
establishments, but we should arrive at very certain knowledge as to the 
direction in which they vary from the figures of the 9,948 establishments, 
and some inkling as to the amount of the variance. Although the criti- 
cisms advanced against the final table of the Report apply with equal force 
to the subsidiary tables, of which the final one is a condensation, their 
rectification would involve more time and labor than I am able to com- 
mand, even were such rectification essentia! to my present purpose. The 
items that constitute Cost of Production in the tables, although as we 
have seen they are not exactly the items which really enter into cost, 
are yet, when taken separately, all correctly obtained from his original 
data. From this it follows that his " Excess of Selling Price above Cost 
of Production" is also a positively determined sum. It is perfectly legiti- 
mate and safe, therefore, to first ascertain how this excess in the small 
establishments compares with the same excess in the large, as exactly the 
same differences will necessarily appear both in his " Net Profits," and in 
mine. 

Probably the " natural man " will be inclined to cast aside as worthless 
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the original data which yield such results as the ahove. In this, however, 
he would act somewhat hastily, as the anomalies which appear are very 
largely due to Mr. Wadlin's methods of calculating "Net Profits," though 
it must be confessed that some grounds for legitimate suspicion of the 
correctness of his data would remain even after his calculations of " Net 
Profit " were corrected. The separation of the business of the smaller 
from that of the larger establishments given in the above table proves, 
however, beyond question, that Mr. Wadlin's methods of handling the 
data must be very defective, and the estimates of unknown quantities 
very erroneous, if a fair degree of accuracy be allowed to his original 
data. 

No matter what the figures prove, it is, of course, the height of folly 
to imagine that the rate of profit in business conducted in small is about 
seven times the rate obtained in business conducted in large establish- 
ments. If, however, we discard from the table above the two last col- 
umns, its other figures are not so intrinsically impossible. To illustrate, 
if we were comparing a number of percentages varying between 51 per 
cent and 75 per cent, the variance would not be greater, perliaps, than the 
circumstances of the particular case would lead us to expect. But if, led 
thereto by arbitrary estimates and erroneous calculations, we should 
deduct 50 from all our percentages, they would then range from 1 pe-r 
cent to 25 per cent, and we would be at once warned of error by an irreg- 
ularity in our results, far beyond what could really occur in the phenomena. 
It is owing to a process, similar to this, that Mr. Wadlin's errors become 
focussed, as it were, in "Net Profits," and consequently these last two 
columns can be discarded as palpably erroneous, without much impair- 
ment of the credit to be given to the results in the preceding columns. 
It is not at all impossible, or even improbable, that what is called 
" Excess of Selling Price above Cost of Production," with a general 
average of 14.21 per cent for all industries, should have an average of 
18.81 percent to 22 60 per cent in industries conducted in small establish- 
ments, and an average of 12.70 to 12.90 per cent in those conducted in 
large establishments. As Mr. Wadlin does not indulge himself in any 
estimates in arriving at this percentage of 14.21 (for 63 industries), it is 
absolutely in accordance with the original data, as is the percentage of 
22.60 for the 24 smaller, and the percentage of 18.81 for the 26 smallest 
industries. If these percentages are wrong the defect is in the original 
data, which we have assumed to be correct for the purposes of this 
criticism. 

My object in drawing up this table was to obtain a comparison between 
the business of the 13,387 establishments not answering and the business 
of such of the answering establishments as most nearly resembled them 
In size and character. Unfortunately, an industry is found just within 
the line arbitrarily chosen, so extensive, and so peculiar, as to render the 
results obtained almost useless for this special comparison. I refer, of 
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course, to "Food Preparations" in which the average capital is within 
$807 of being large enough to exclude it. The anomalous feature of this 
industry, which vitiates the tables in which it is included, is the output 
which, instead of being 25 per cent in excess of the capital (the general 
average for all reported industries), is so enormous that it is actually 202 
per cent in excess of capital. I have already pointed out that the larger 
the output the smaller is the percentage of it required to yield a satis- 
factory profit to the capital engaged. As the effects of this law, while 
this industry is almost as profitable as the other twenty-five, the per- 
centage of "Excess of Selling Price over Cost of Production" is very 
small. And as " Food Preparations " is by far the largest of the 26 indus- 
tries considered, so large, indeed, that its output is more than 41 per 
cent of the whole, the results obtained from the 2d industries are not at 
all comparable with the facts known about the business of the 13,387 
establishments not answering. If, however, instead of selecting $20,000 
capital as our limit, we take $17,996 (twice the average capital of the 
13,387 establishments), taking, that is, the 24 smallest capitalizations in- 
stead of 26 (omitting this industry of "Food Preparations," together 
with the unimportant industry of "Scientific Instruments"), we obtain 
results bearing a fairly close resemblance to the facts known about the 
business of the 13,387 establishments. In these 24 industries the capital- 
ization averages $7,588 against $8,998. This would lead us to anticipate 
a somewhat greater " Excess of Selling Price above Cost of Production." 
But, on the other hand, the output as compared with capital is propor- 
tionately greater, being about 100 per cent in the one case, and about 70 
per cent in the other, and this circumstance would naturally lead to a 
somewhat lower " Excess of Selling Price." In the absence of positive 
data, these antagonistic tendencies seem to fairly balance each other, I 
have therefore assumed this to be the case and have constructed my 
tables accordingly. 

I am perfectly aware that I have obtained this percentage by the very 
doubtful expediency of analogy, always a dangerous reliance, and always 
an objectionable one when more positive information is obtainable. But 
it must be borne in mind that I do not oppose this analogy to any posi- 
tively known facts. There are none such to be found in the original 
data, or elsewhere, that I know of. What it does seek to supplant is a 
mere assumption on the part of the Report for the validity of which he 
does not claim to possess any proof at all. An analogy is at least a good 
deal better than a mere guess. And especially is this so when the analogy 
is as strong as it is in this case, and when its results are in agreement 
with what we had a right to expect from a priori considerations. 

Assuming, then, as highly probable, and in lack of any better informa- 
tion, that the average of "Excess of Selling Price," etc., was 22.60 per 
cent in the 13,387 establishments not answering, against an average of 
14.21 per cent in the 9,948 establishments that reported in full, we would 
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have an average of 16.82 per cent for the whole 23,335 establishments 
whose business we are attempting to analyze. 

How this difference of 2.61 per cent of Selling Price is to be divided 
among the items of what is considered in the Massachusetts Report as 
Cost of Production is a matter which we have no means of determining 
accurately. How it is distributed makes no difference at all in the per- 
centage of Selling Price, obtained by employers and capitalists, but it 
does affect the percentage obtained by labor, and, through this, it affects 
the proportions in which the added value is divided between labor and 
capital. An examination of my tables will show that 1.02 per cent of the 
selling price (constituting nearly two-fifths of this item) is accounted 
for by the labor of principals, so that after all only 1.59 per cent of this 
2.61 per cent is really problematical. This 1.02 per cent is, of course, a 
saving in wages to the members of private firms. It is also fair to sup- 
pose that of the remaining 1.59 per cent, as well as of the 0.54 per cent of 
Selling Price noticed in the first part of this Appendix, some, though a 
minor part, was due to a saving of wages, and that the balance was due 
to the lessening of other items of cost. Adding the two items together 
we have 3.15 per cent, to allow for which, I have, in accordance with the 
above considerations, deducted half from wages and half from other 
items of employer's cost. And I believe that under the circumstances the 
division is as nearly correct as our means of computing it will allow. 



